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EDITORIAL
We have been requested to discuss
briefly the supposed advantages and
disadvantages of what may be called the
British as opposed to the American method of selection of auditors.
This is rather an unfortunate terminology, because what is called
the British system is prevalent in many parts of the world where
auditors are appointed and what is called the American system
does not always prevail in America. 11 might be better to differen
tiate the two schemes by calling one the shareholder method and
the other the director method. In order to illustrate this much
discussed matter there should be a certain amount of background
against which the picture may be shown, but there is not space
in these pages for a full exposition of the history. Suffice it to
say that under the shareholder method, which is perhaps best
expressed in the English companies act, the shareholders in
annual meeting assembled are required to elect the auditors in
the corporation which the shareholders own. Under the other
method the directors elected by the shareholders designate the
auditor who shall investigate and make a report upon the affairs
of the corporation. In the one case, therefore, the true owners
select their independent investigator, who might almost be called
also an arbiter, and in the other case the directors select one whom
they deem competent to perform the same service, but with this
marked difference, that they who are merely an elected board of
management make the selection of a person or persons who will
investigate what they have done and will receive the required
fees from them.
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At first glance it does not seem that
there can be any great difference of
opinion as to the relative merits of
these plans if one is concerned primarily with an absolutely
impartial analysis. It is almost an axiom of modern business
that one who investigates anything must be entirely independent
of the thing investigated, else his judgment, however honestly
given, is in danger of being colored by sympathy or prejudice.
The shareholders elect directors to conduct the operations of the
business and they expect these directors to render a report to
them. They expect the directors to be honest, imbued with a de
sire to serve the interests of the shareholders and to do everything
which the shareholders themselves would do if they had the time
and opportunity to direct the conduct of the business. It does
seem somewhat preposterous to expect these elected representa
tives to make through their chosen auditor an impartial report
on their own achievements and transactions. On the other hand,
if the shareholders select the auditor, he is responsible to them
alone, his fees are derived from them and he can have no possible
interest, or inclination even, to deal too kindly or too severely
with the matters under his consideration. It should be super
fluous to say that a reputable accountant is never consciously
affected by the identity of his employer. His client is the corpora
tion and it would be utterly reprehensible if he were to think first
of the directors and then of the shareholders. Nevertheless,
the fact remains that he is necessarily in a more or less confidential
relationship to the directors. They have engaged him in his
professional capacity. He meets them and reports to them and
in all probability the factor of friendship will be present sooner or
later. Quite unknowingly, therefore, he must be susceptible to a
slightly favorable sentiment for the directors or at least for some
of them. He would be more than human if in his report he
could forget entirely the personal element, and he would be an
exceptional man indeed if the origin of the fee could always be
kept out of mind.

Advantages of Elec
tion Seem Great

Now let us look for a moment at the
advantages and disadvantages of both
forms of selection of auditors. It is the
custom under what we have called the shareholder form to elect
auditors at the annual meeting, and it is generally required, or
322

Comparison of Two
Systems

Editorial
at least customary, not to change auditors except for cause. The
retiring auditors usually offer themselves for reelection and it is
seldom that there is any competition for appointment. This
naturally makes for a continuity of plan and policy and it obviates
the danger of an uninformed and unfamiliar scheme of investiga
tion which may or may not be adapted to the particular case.
The auditors report directly to the shareholders and if they find
that the directors or officers of the corporation have been lax or
derelict or that they have been guilty of wrong doing there is
nothing in the world to prevent a full report and condemnation
by the auditors. The shareholders invariably welcome a blunt
statement about the efficiency of the directorate. At the annual
meeting it is the custom for the auditors to be present and to
answer any question that may be addressed to them by any share
holder. It may be added, parenthetically, that in nine cases
out of ten there is a minority shareholder who can ask enough
questions to relieve the meeting from any lack of entertainment.
The auditors selected in the first place by the shareholders are
not apt to be chosen because of personal friendship. The stock
of most corporations is fairly well distributed and if there were an
attempt to permit friendship to sway the election there would be
an uproar from the shareholders who learned of the existence of
friendship.
The disadvantages of the plan are some
what imaginary, it seems to us. It is
alleged with a great deal of truth that
in America shareholders do not take an interest in the manage
ment of their company. They are indolent and quite willing
to let the directors do it all. They do not even attend meetings.
Many corporation meetings are simply formal and no one is
present except an assistant secretary, who places the required
proxies in a box after they have been counted. What the proxy
holders will do has been decided long before the meeting. The
minutes are written up and approved and theoretically the share
holders have met. In such circumstances, it is asked, what would
be the good of electing auditors by the shareholders? Whoever
held the proxies would make the selection, the proxy holders are
almost always officers and we should come back therefore to the
present system of director appointments under the guise of the
shareholder plan. The second objection which is heard is that
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the shareholders if they could select their own auditors might do
some very strange selecting. Beyond these two points there
seems to be no valid objection to the shareholder plan—and these
objections may be easily answered. If the shareholders do not
take an interest and attend the annual meetings it is largely
because they know that they could do nothing effective even if
they wanted to do so. The whole thing is cut and dried before
hand. It seems to us that if the shareholders knew that they
would have an actual power at their annual meetings there would
be abundant attendance and a great deal of interest in all that
was done. The very fact that an election of auditors would take
place might attract attendance. The second objection, that the
shareholders could not be trusted to make a wise selection, is
balderdash. It is their company and if they wish to make an
unwise choice the result will be on their own heads. There is no
law which can require effective wisdom in election, but people
who elect generally deserve about what those who are elected
give them. This applies in politics as well as in corporate
practice. Furthermore there is no reason to believe that share
holders are not competent to select their own auditors. Some
of them are remarkably competent.

Now the advantages and disadvantages
of the director plan are more debatable.
It is said in favor of the plan that the
auditors should be taken into the confidence of the directors
and be in fact but not in name a part of the board of directors.
This gives them a constant and intimate association with what is
going on and enables them to paint a picture with all the details
in mind. It is also alleged, with truth, that when the auditors
are selected by the directors they can be engaged or discharged
almost at a moment’s notice and if their work is not satisfactory
other men can be substituted for them. This prevents, in theory
at least, the establishment of a bureaucratic and static inefficiency.
Then again it is said that from the auditor’s point of view the
director plan is preferable because the auditor has a visible client,
the board of directors, and he may meet each one personally.
That, of course, is something that he could not do if every share
holder were his client. It is also argued with a good deal of force
that the work of the auditor can never be definitely determined in
advance and it may quite easily develop into something much
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more comprehensive than was foreseen at the time of appointment
or election. If the auditors were elected by the shareholders it
would be a more difficult matter to obtain sanction for such a farreaching investigation than it would be were the directors the
clients. In the latter case any change in the plan of audit
might be authorized quickly.

The last of these positive arguments is
Relationship of Auditor
probably the most convincing. It is
and Client
perfectly true that there should be a
certain amount of flexibility in the relationship between the
accountant and his client, as there should be between the lawyer
or architect or engineer and his client, but this flexibility can be
secured by action of the shareholders themselves in a resolution
granting to the auditor the duty to conduct the usual audit and
the permission to do whatever else may seem to him desirable
during the course of his association with the corporation. Some
one will retort, of course, that such a resolution would place
too much latitude before the accountant, but that is to say that
the accountant is not trustworthy, and if he is not trustworthy
he should not be elected nor appointed. In other words there
must be complete confidence in the professional probity of the
accountant. The other positive arguments do not carry much
weight. There is no reason why there should be close intimacy
between the board of directors and the accountant. Indeed
in many cases there should be nothing of the kind. The other
contention, that a change in the auditorship may be effected
rapidly, is not impressive. There have been boards of directors
which have felt it necessary to change their auditors because
those who had been appointed did not approve the transactions
and policies. Many an honest accountant has lost a client be
cause he would not do the wrong thing which the client de
manded. To say that the ability to change auditors quickly
is desirable is scarcely logical. If the auditor was worthy to be
chosen in the first place the probability is that any attempt to
dislodge him is due to the unwillingness of the auditor to sacrifice
his integrity or good judgment. To sum up, it may be said that
it seems to us overwhelmingly desirable to adopt the shareholder
plan for the election of auditors. The strictly professional nature
of accountancy is demonstrated best in this, that accountants may
be trusted to report to those who can not themselves know all that
325
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is going on. Directors, generally, are men of honesty and fair
purpose, but some are not, and the truly professional independent
investigator, such as the accountant is when elected by the share
holders, is able to render a service to the real owners which may
be of enormous value. When he is engaged by the people
who are under investigation his personal independence may be
jeopardized and the affairs of the corporation itself may not
always be given the complete, objective analysis which they should
have.
At a general meeting of stockholders
of the Bank of France on January 28th,
M. Clement Moret, governor of the
bank, presented a remarkable report.
We have not the full text of his statement, but a summary,
apparently prepared by the Bank of France, has been translated
by the Paris office of the Bankers Trust Company of New York.
Based upon the translation of that summary one may reach the
conclusion that the financial condition of France, which is gener
ally reflected in the condition of the Bank of France, is aston
ishingly strong. In a time when all the world is crying out about
depression and hard times, it is encouraging to find the governor
of one of the great national banks calmly reviewing the whole
situation, explaining the causes, as he sees them, of the depression
and pointing the road which is leading out into better places. It
has always been the history of France that in a time of fiscal
crisis some strong man has arisen and has led the nation back to
prosperity. Indeed, France seems to have an incorrigible gift
for recovery. After the Franco-Prussian war the punitive dam
ages demanded by victorious Germany were considered sufficient
to inflict mortal injury upon the paying nation; but, almost
before the world had time to analyze the terms of the treaty,
France was back on her feet and marching forward. In earlier
days, during and after the Napoleonic era, France also evinced
her marvelous recuperative powers. Going further back into
history one finds crisis after crisis in which all seemed lost and
ultimately all was won. Now when the whole world is wallowing
in the slough of despond, France, as usual, comes up smiling.
There are critics who will say that France’s policy has been es
sentially selfish—but then, what nation is free of the just applica
tion of such a charge?

The Financial
Strength of
France
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Let us quote two or three sentences
from the summary, as an indication of
the state of affairs in France. Accord
ing to the translation before us the governor explained in a word
what is meant by the gold standard. He said, “ In spite of active
assistance the Bank of England was forced during the month of
September to suspend the convertibility of the pound sterling
into gold.” That is as clear an exposition of what took place
as could be conceived. The whole report should be reprinted, but
let us take merely a few sentences here and there.
“In the spring of 1931, the liquidation of the commercial and
industrial crisis had begun to make some little headway. As a
general thing, wholesale prices seemed to be becoming more stable;
the rhythm of production was beginning to adapt itself to dimin
ished purchasing power, but this severe and necessary process of
adjustment was far from completion. To bring the crisis to an
end the abandonment of those credit abuses which had so largely
contributed to its birth and extension would have been neces
sary. . . .
“The monetary disturbances to which we have just referred
have in no way affected the stability of the franc. Due to the
fortunate balance of our national economy, and to the wisdom
and traditional restraint of the very large majority of our banking
institutions, our currency has stood firm and its metallic cover
has been even very considerably increased.
“. . . Up to the end of the year, when they reached 68,500
millions, our gold reserves have continuously advanced. In
one year they have grown by nearly 15 billion francs. . . .
“The solidity of our banking structure made it possible for its
members as a whole to withstand successfully these attacks and
to get through a particularly difficult period without serious
consequences.
“The bank has, moreover, liberally granted its discount priv
ileges to all houses which were in a position to offer the guaranties
required by its statutes, and the maintenance of which seemed
most necessary to the general economic life of the country.
“We have not hesitated to assume, for the sake of the market,
all risks which have seemed consistent with our main desire not
to compromise in any way the security of our currency.
“The portfolio, which, from December 24, 1930, to July 10th
of last year, declined from nearly
billions to 4,186 millions,
increased at the beginning of August following the liberal discount
policy and credits granted in the British market. It reached
more than 11 billions on October 30th and stood at nearly 8 bil
lions on the last statement of the year. . . .
“The progressive liquidation of artificial monetary systems,
which have been in operation since the war, marks, in our opinion,
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a decisive step in the road to economic reconstruction. We have
always refused to support these facile expedients whose grave
risks we realised. We believe it more necessary than ever to
maintain the franc’s gold cover, which is the only stable basis
upon which a currency can rest. We consider convertibility
into gold, not as old fashioned bondage, but as a necessary dis
cipline. We see in it the only effective guaranty of the sanctity
of contracts and of business morality.
“Determined to guarantee the free play of the gold standard, we
desire to stress our firm intention of remaining faithful to this
principle, to which the American and French governments have
in full accord signified their adherence.”
No one has ever doubted the inherent
financial ability of French financiers,
and it is all the more comforting, then,
to find that one who, by his position at least, is the leading banker
of France today, adheres firmly to the traditional belief in the
gold standard. Everyone, of course, admits that the gold stand
ard is not ideally perfect, but on the other hand it has the power
of experience behind it. It does serve to measure values through
out the world, and it is certainly infinitely better than any of the
wild theories that are enunciated so vehemently by college pro
fessors and others who have not the practical history of M.
Moret. The whole report is striking in a time of grave loss in
values, and it indicates that fundamentally all is still well and
before long recognition of that truth must have its effect. To
quote again one of the fine phrases which we have printed above,
“The rhythm of production is beginning to adapt itself to dimin
ished purchasing power.” That is an announcement that the
period of fear, which was the great cause of the decline, is passing
by.

Prospects of
Recovery

During the past winter when the whole
country was aroused to a spirit of kind
liness and sympathy for persons who
were out of work, a vast amount of temporary employment was
provided by the federal government, by states, municipalities
and the like and also by private enterprise. Hundreds of thou
sands of men and women were placed in positions which produced
revenue enough to meet the actual requirements for food and
shelter. They would not have been over-paid if they had been
rendering the service which they were paid to render. But
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a rather careful survey of the results of this emergency
employment in several different places indicates that the
quantity and quality of the work done by temporarily em
ployed people was in almost every case unsatisfactory. The opin
ion of many of the unemployed who were placed in positions
seemed to be that the world owed them a living anyway and,
inasmuch as they were not being paid high wages or salaries, the
proper thing for them to do was to give nothing in return. Men
employed on roads and other public undertakings presented a most
disheartening spectacle. It was no uncommon thing to see
groups of twenty or thirty reclining gracefully or ungracefully on
the handles of shovels and waiting for the hour to pass. A speaker
at a recent meeting said that he had made an estimate of the
value of work performed by eight men who had been within
view of his house for several days and had found that the entire
eight had not rendered as much service as one competent work
man would have given. This is only an illustration of the con
ditions which existed probably in most parts of the country.
The waste in the aggregate was colossal. One finds it difficult
to maintain a sentiment of sympathy for people who have no
compunction about taking money for nothing. There is very
little difference between taking money out of a cash box and
putting it in one’s pocket and taking it on a payroll when one
renders nothing in return. And yet such is the feeling of a vast
army of unemployed that it seems to be an article of faith with
them to give as little as possible for what they receive.

There is an economic side of this question
which can not be ignored. The money
expended on public works, to which were
assigned the unemployed, was far in excess in what would have been
required in normal conditions. Thus we find a strange anomaly.
A country in which there are many people out of work is moved by
a spirit of humanitarianism to make employment and to have
work done which is not absolutely necessary at the moment, and
when the work has been accomplished after a fashion and the cost
is computed it is found that altruism is a terribly expensive luxury.
Not only is the value of the dollar today far greater than it
was, but the actual number of dollars expended on these public
and private enterprises for benevolent reasons is out of all pro
portion to the results obtained. The natural impulse of one who
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stops to consider this situation is to refuse further assistance
and to let the hungry starve. One is apt to say with much
justification that having witnessed the kind of work the out-ofwork are able or willing to perform there is small wonder that
they are out of work. Of course, on the other hand, it must be
argued that many of the men who were attempting to do manual
labor had no experience. A man wearing a hard hat, a starched
collar and an overcoat, in addition to the ordinary apparel, does
not present evidence of fitness for manual work, but there were
many men of the other class, men who had been employed where
they had to use their hands, and these men were at least equally
guilty with the white-collar men. The great majority did ab
solutely nothing but make gestures which produced no results.
Yet the country can not allow its people to want, and so we are
brought face to face with one of the most difficult problems of all
time. The solution of the problem which Great Britain has
adopted is no benefit at all, for it simply induces pauperism. Our
method was very little better except that the psychological effect
was less injurious. The money paid out in the form of so-called
wages was mostly wasted and therefore it is closely analogous
to a dole, but it was saved the designation of alms and so perhaps
helped to maintain the self-respect of the recipients.
No one yet has been able to discover
Comparative Numbers
the right answer to the question of
of Unemployed
caring for the unemployed who are
necessarily unemployed, but there is a great deal of nonsense
written and spoken on the subject of percentage of unemploy
ment. In the rural communities and also in the non-industrial
villages and small towns there has probably been very little
difference in the ratios of unemployed to employed during recent
years. In industrial centres, of course, there has been an abnor
mal number of men and women out of work, but on the other
hand some industries have flourished in spite of the depression
and it has been estimated, although no one can know how ac
curately, that the number of persons wholly unemployed during
the past year or more is not quite double the normal number.
Against this statement it must be set down that of those who are
employed very many are not employed for full time. In order
to spread the employment over as many people as possible, com
panies and others employing labor of all kinds have adopted the
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expedient of part time instead of actually discharging any em
ployees. If the ordinary number of unemployed in this country
is three million and the average number of totally unemployed
during the depression has been six million it is, of course, de
plorable, and those who are out of work have suffered acutely,
but the country as a whole is not going to the dogs because of
such a temporary increase in idleness. Then, again, there are a
great many men and women who have regarded with equanimity
the compulsory period of rest. There are always people who are
willing to yield to the suggestion that they cease from their
labors, and so long as there is a little bread and butter in the
pantry they will complain about the unemployment but do noth
ing whatever to avert it. The number of shiftless and thriftless
in any community is considerable. Now the point which seems
to us of importance is that, in spite of all that has been said about
the woe of hard times, the actual want has been far less than one
would be led to believe and that in far too many cases the men
and women who have been out of work have deserved to be.
There are, of course, scores of people who have been glad to take
whatever employment was offered and have rendered loyally and
faithfully the best that was in them for the wage that was re
ceived. It has been inspiring to see now and then a man or
woman who was striving earnestly to accomplish the task set,
and it is probably safe to say that the demonstration of desire to
render an honest day’s work given by such people has attracted
the attention of potential employers. Those who have worked
well will probably find that they have made an opening for them
selves somewhere. But the other class, the great army which
adopts the slogan, “The world owes me a living and I owe the
world nothing,” has cost the country and individual enterprises
an incalculable sum of money and has done irreparable harm to
the morale of the whole population. Every man in the com
munity who is addicted to the habit of accepting without giving
lowers the standard of that community, and in times like the
recent past people of that sort are much in evidence. We may
overlook them during prosperous activity but when there is time
to look about and see what is being done these parasites appear
magnified.
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